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Q PLEASE STATE YOUR NAME AND BUSI NESS ADDRESS

A MW nanme is Stuart A T. Trippel. My busi ness
address is 506 Second Avenue, Suite 1001, Seattl e,
Washi ngton 98104-2328.

Q WHAT IS YOUR OCCUPATI ON?

A. | ama principal in Trippel/Mst Consulting LLC
a managenent consulting and consulting engineering firmthat
provides services to public and private clients in the
fields of public utilities and process industries.

Q ARE YOU SPONSORING ANY EXHBITS WTH TH' S
TESTI MONY?

A Yes. | am sponsoring Exhibit Nos. 601 through
605.

A, QUALI FI CATI ONS

Q PLEASE DESCRI BE YOUR QUALI FI CATIONS TO TESTIFY
AS AN EXPERT I N THI S PROCEEDI NG

A. | have been a managenent consultant in the field
of public utility regulatory economcs and related matters
for seventeen years. My qualifications, including ny
educati onal background and enploynent history, are further
presented as Exhibit No. 601.

Q ARE YOU FAM LI AR WTH THE | DAHO PUBLI C UTI LI TI ES
COW SSI ON AND ELECTRICI TY | SSUES I N THE STATE OF | DAHO?
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A, Yes. | have provided consulting services to
interested parties on nunerous nmatters that have cone before
the ldaho Public WUilities Commssion (the *“Comm ssion”)
over the past eight years. | have also prepared anal yses
and presented informational workshops to parties wth
interest in the Idaho electric utility industry during that
tinme.

Q HAVE YOU PREVIOQUSLY APPEARED AS AN EXPERT
W TNESS BEFORE THI S COMM SSI ON?

A.  Yes. | was admitted as an expert before this
Commi ssion and was cross-examned in the recent PCA energy
cost bond case (Docket Nos. |IPC-E-02-2 and -3). | have al so
assisted in the preparation of testinony and exhibits
(sponsored by another Wi t ness) in other cont est ed
proceedings, as well as conments in several notice-and-

comrent (“nodified procedure”) processes, since 1994.

B. | NTRODUCTI ON AND OVERVI EW OF TESTI MONY

Q ON WHOSE BEHALF ARE YQU TESTIFYING IN TH' S
PROCEEDI NG?
A. | am testifying on behalf of the |ndependent
Energy Producers of |Idaho (IEPI), a group of thirteen
producers or potential producers of qualifying facility (QF)
power subject to the jurisdiction of this Conmm ssion.
Trippel, D 3
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Q WHAT IS THE PURPOSE OF YOUR TESTI MONY?

A.  The purpose of ny testinony is to recommend two
changes in the calculation of avoided costs for QFs in
| daho. First, | recommend updating the natural gas price
used in the avoided cost nodel. Second, | recomrend changes
to the treatnent of the first deficit year

Q ARE THESE THE ONLY TWO CHANGES THAT YOU CONSI DER
TO BE NECESSARY |IN THE CALCULATION OF QF AVO DED COSTS IN
| DAHO?

A. M testinony does not nean to inply that other
changes to the calculation of avoided cost could not be
made. Due to the accelerated nature of this proceeding
however, these are the two issues that IEPI is presenting at
this tine. Further issues may be addressed on rebuttal
testinmony in response to positions of the other intervenors

in this proceeding.

C. NATURAL GAS PRI CES

Q HOW  ARE NATURAL GAS PRI CES CURRENTLY
| NCORPORATED | NTO THE AVO DED COST MODEL?

A. Wien a new QF contract is signed, natural gas
prices are determned initially according to the average
natural gas price over the previous cal endar year at Sunmas,
Washi ngt on. An escal ation rate of six percent per year is

Trippel, D 4
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applied to this initial price to arrive at prices in future
years of the contract, or a levelized price for the life of
the contract.

Q IS THERE A PROBLEM W TH THI S METHOD?

A. There are two problens with this nethod. Fi rst
and forenost, gas prices at Sumas, along with gas prices
el sewhere, have been fluctuating considerably over the past
few years. The initial-year natural gas price is “locked
in” and escalated at six percent over the term of the
contract. Wen gas prices fluctuate widely, as they have in
recent years, the result is a corresponding fluctuation in
avoi ded cost rates. This in turn nmakes it difficult for QF
devel opers to plan their resources. As a result of this
pricing mechanism |daho may not be getting all of the QF
resources that it would if a nore predictable nethod of
dealing with gas prices were adopted.

Q WHAT IS THE OITHER PROBLEM WTH THE EXI STI NG
METHOD?

A. The other problem is related to the first;
nanely, the six percent escalation rate itself. In sone
years, a sSix percent escalation rate may be entirely
appropriate; for exanple, if the initial gas price is |ow

The annual escalation rate is not independent of the initia

gas price, however. The escalation rate and initial gas
price need to be linked -- an appropriate first-year gas
Trippel, D 5
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price with a corresponding annual escalation rate, which
together result in a reasonable and predictable forecast of
gas prices.

Q ARE NATURAL GAS PRI CE FORECASTS AVAI LABLE FROM
VARl QUS SOURCES?

A.  Yes. Natural gas price forecasts are avail able
from a variety of sources, from regional to international
| evel s. Some of these are publicly available, free of
charge, such as those published by the United States
Departnment of Energy and the Northwest Power Planning
Counci | . QO hers are privately produced, such as the one
publi shed by DRI-WEFA (fornmerly known as the WEFA G oup,
which had its genesis in a consultancy created by a
professor at the Warton School of the University of
Pennsyl vani a) . DRI -WEFA is a for-profit consulting and
forecasting firm whose natural gas price forecast |daho
Power Conpany uses as one input to its Integrated Resource
Pl an.

Q WHCH FORECAST DO YOU RECOMMEND THAT TH'S
COW SSI ON ADOPT FOR | DAHO AVO DED COST RATES?

A. | recommend that the Conm ssion adopt a forecast
prepared by the Northwest Power Planning Council (NPPC).
Specifically, | recommend adoption of the nediumhigh

forecast series fromthe Draft Fuel Price Forecasts for the

5th Northwest Conservation and Electric Power Plan, April
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25, 2002 (Council Docunent 2002-07) (hereinafter the “NPPC
Forecast”). I recomend that the Comm ssion use the
regi onal electricity generati on, east - si de del i vered
forecast with initial-year price averaging and an average
annual growmh rate through the year 2025.

Q VWHY DO YOU RECOVWEND USI NG THE NPPC FORECAST?

A. The NPPC Forecast has several features to
recommend it. First, it is regional in scope and considers
specific regional basis differentials in gas pricing, as
well as regional transportation issues. Second, it is
prepared through a «collaborative process of interested
parties, including electric and gas utilities, their
custoners, and experts in the field. Third, the process
used to prepare it is public, with drafts, agendas, and
neeting mnutes all available. Fourth, the docunent itself
is publicly available on the NPPCs web site, and it is
supplied free of charge. Finally, because such a diverse

group of interested parties in the region has participated

in preparing it, it is less likely to be criticized, since
it would likely have to be criticized either by its own
preparers or by their associates. This should lead to a

| ess contentious process overall.
Q Wy DO YOU RECOMEND USE OF THE REQ ONAL
ELECTRI CI TY GENERATI ON EAST- SI DE DELI VERED SERI ES OF PRI CES?
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A. This series represents the situation that would
nost closely apply to a surrogate avoi ded resource (SAR) on
the east side of the Pacific Northwest region, where |daho
lies. The delivered price includes basis differential from
the wellhead and trading hubs, as well as transportation
cost.

Q WY DO YOU RECOMVEND USING THE MEDI UM H GH
FORECAST, RATHER THAN THE MEDI UM MEDI UM LOW LOWN OR H GH?

A.  The nat ur al gas mar ket has experi enced
significant price fluctuations in recent years. In view of
such price volatility and the risk associated with it, it is
nore appropriate to select a forecast on the high side than
on the low side or in the mddle. This is because, while
the | ower bound of possible price is zero, the upper bound
of possible prices is unlimted. | ndeed, both natural gas
and electric markets have recently wtnessed prices that
woul d have shocked nost people until they becane reality.

Q FOLLONNG THI'S LINE OF REASONING WHY NOT
RECOMWWEND THAT THE COW SSION ADOPT THE NPPC S H GH
FORECAST, RATHER THAN MEDI UM HI GH?

A.  Actually, I believe it would be entirely
reasonable for the Commission to adopt the NPPC s high
forecast series. My proposal to adopt the mediunm high
forecast series represents a desire to adopt a conservative

approach fromthe outset.

Trippel, D 8
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Q VHY WOULD THE HI GH FORECAST BE REASONABLE?
A.  The NPPC Forecast itself describes two rel evant
phenonmena. First is the fluctuations in natural gas prices

over the past fifteen years:

After the deregul ation of well head natural gas
prices around 1986, natural gas prices fell
dramatically to the $2.00 per nillion Btu
range. Since then, until 2000, natural gas
prices varied between $1.60 and $2.40 in year
2000 prices. In 2000, natural gas prices shot
up, reaching a peak of nearly $8.00 in January
2001. Al t hough the 2000 price spike created
expectations of significantly higher natural
gas prices in the future, prices fell rapidly
during 2001 and by February 2002 had returned
to near their post-deregulation average of
$2.15 in year 2000 prices. Many i ndustry
participants believe that the |lower prices
this past winter were due to extrenely warm
tenperatures and high natural gas storage
inventories and that there remains an
under | yi ng shortage of natural gas supplies.

(NPPC Forecast at 14-15; footnote onitted; enphasis
added; prices cited are in real, year-2000 dollars.) A
table from the NPPC Forecast, showing the fluctuations

descri bed above, is included as Exhibit No. 602.

Second, virtually all electric generation that is
comng online in the Pacific Northwest is, and wll be for
the next several vyears, fueled by natural gas. The NPPC

Forecast states that “[n]early all new proposed electricity
generation capacity is natural gas fired. Al though natural
gas consunption only recently returned to the levels of the
early 1970s, substantial growh is now being projected due

Trippel, D 9
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to growing plans for electricity generation” (NPPC Forecast
at 9). This increased reliance on natural gas can be
expected to increase price volatility in the event of
extreme weather or market disruption. Regarding the recent
events of this nature, the NPPC Forecast summarizes as

foll ows:

[T]he dramatic increase in the use of natura
gas in existing generation plants in 2000 and
2001 clearly had an exaggerated effect on
natural gas markets and prices. Due to the
sudden and severe shortage in electricity
supplies and the unprecedented electricity
prices, the natural gas delivery systemin the
West was pushed far beyond normal operational
patterns. Thus, the inpacts on natural gas
prices were nore severe than should be
expected from an orderly developnment of
addi tional natural gas demands for electricity
gener ati on.

(NPPC Forecast at 9.) Al t hough the NPPC Forecast
refers to “orderly developnent of additional natural gas
demands,” it is clear that the current energy environnent,
in both electricity and natural gas, is far from orderly.
In fact, in the instant proceeding this Comm ssion recently

observed the following with regard to this issue:

Utilities contend that what has devel oped is a
very robust and conpetitive regional whol esale
mar ket . Open access transm ssion linking the
supply markets throughout the WSCC region,
Pacifi Corp contends, has been inplenented.
Thermal technologies, the wutilities argue,
continue to inprove. Natural gas prices, they
note, have returned to historical levels. The
price spikes that occurred in 2000 and 2001 we
are asked to ignore, as if it was nerely an

Trippel, D 10
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anomal y. What has not changed, we find, is
the utilities’ opposition to PURPA and the QF
i ndustry.

(Order No. 29029 at 5.)

Q HAVE YOU PREPARED A TABLE CONTAINING YOUR
RECOVMENDED FORECAST?

A.  Yes. M recomended natural gas price forecast,
devel oped from the nediumhigh series in the NPPC Forecast,
is included as Exhibit No. 603. Exhi bit No. 604 includes,
for conparison or for consideration by the Conm ssion, a
forecast developed from the high series in the NPPC
For ecast .

Q PLEASE EXPLAIN THE TABLES IN EXH BIT NOS. 603
AND 604.

A.  In each table, Colum 1 contains the real price,
in year-2000 dollars per mllion British thermal units
(MWBtu), of east-side delivered natural gas from the NPPC
For ecast . The annual escalation in real terns is provided
for informational purposes in Colum 2. The real price in
Colum 1 is converted to a nomnal price in Columm 3, using
a general inflation rate of 2.7 percent per year, which I
understand conports with the Commssion Staff’s current
practice. Annual nom nal escal ation, and the average annua
gromh rates from 2002, are presented in Colums 4 and 5,
respectively. Al'l of these colums assune no initial-year

price averagi ng.
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Q WHAT DO YOU MEAN BY “INTIAL-YEAR PRICE
AVERAG NG’ ?

AL As can been seen from the nomnal prices in
Colum 3 for the years 2000 through 2002, there is
significant fluctuation in these early years. In order to
mtigate this, | took the sinple average (arithnetic nean)
of these three nomnal figures to arrive at an initial-year
(2002) mediumhigh forecast price of $3.84 per MVBtu and
presented this in Colum 6. Prices in Colum 6 for the year
2003 and beyond are the same as they are in Columm 3.
Colums 7 and 8 recalculate the annual nominal escal ation
and average annual growh rate from 2002, this tinme on the
basis of the initial-year averaged price of $3.84 per MVBtu.

Q PLEASE DESCRIBE YOUR RECOMMENDED ESCALATI ON
RATE.

A. | recomend an annual escalation rate of 3.1
percent per year in the nediumhigh forecast, as shown at
the bottom of Columm 8 in Exhibit No. 603. The average
annual growth rate converges to 3.1 percent in the latter
years of the forecast.

Q DO YOU PROPOSE UPDATING THI'S | NFORVATION I N
FUTURE YEARS?

A It would seem reasonable that the Conmm ssion
update natural gas prices when a new NPPC forecast becones

available. Until now, the NPPC has prepared its fuel price

Trippel, D 12
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forecasts as inputs to its Power Plan. As such, the
forecasts were only updated when the Power Pl an was updat ed.
It is nmy understanding that the NPPC now intends to engage
in nore ongoing market nonitoring and assessnment activities
and, in support of this, intends to update its fuel price
forecasts nore frequently. | would suggest that Conm ssion
Staff be given the task of keeping the Comm ssion inforned
of future wupdates and naking reconmendations regarding
updates within the methodol ogi cal paraneters proposed here.

Q PLEASE SUMMVARI ZE YOUR RECOMVENDATI ON W TH REGARD
TO NATURAL GAS PRI CE

A I recommend that the Comm ssion adopt a year-
2002 natural gas price of $3.84 per MWBtu and a nom nal

escal ation rate of 3.1 percent per year.

D. FIRST DEFICI T YEAR

Q WHAT IS THE SIGNIFICANCE OF THE FIRST DEFIC T
YEAR?

A.  The first deficit year, which until now has been
determned individually for each of the three utilities
subject to the Comm ssion’s jurisdiction in this proceeding,
determi nes the point at which the avoided cost rates convert
from a surplus energy cost to a rate that reflects the
energy and capacity costs of the SAR O her things being

Trippel, D 13
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equal, the earlier the first deficit year, the higher the
| evel i zed avoi ded cost rates.

Q HOW IS THE FI RST DEFI CI T YEAR DETERM NED?

A, The first deficit year was determned initially
by the Comm ssion on the basis of each utility' s | oad-
resource bal ance and forecast. To ny know edge these first
deficit years have been updated infrequently or not at all
since the original determ nation. The burden of wupdating
appears to be on the wutilities, wthout any specific
Conmi ssi on nmandat e.

Q DO UTILITIES HAVE AN |INCENTIVE WTH REGARD TO
THE FI RST DEFI CI T YEAR DETERM NATI ON?

A.  To the extent that the utilities do not wish to
encourage devel opnment of non-utility power, they have an
incentive to deternmine first deficit years that are far in
the future. In the current proceeding, the Conm ssion has

al ready observed the utilities opposition to QF power:

Despite a QF history of industry reliability
and an opportunity presented to utilities to
diversify their resource base by adding
renewabl es, utilities continue to regard PURPA
QFs as interlopers. Al though we are rem nded
by PacifiCorp that there is legislation
presently before Congress that would repeal
the rmandatory purchase obligation under
Section 210 of PURPA, we remnd PacifiCorp
that utilities have been actively | obbying for
its repeal since it was enacted and that as of
today it continues to be the | aw.
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(Order No. 29029 at 5.) The utilities’ opposition to
QFs has frustrated non-utility power devel opnent by keeping
avoi ded cost rates artificially |ow

Q VWHAT IS WRONG WTH THE BURDEN BEING ON THE
UTI LI TITES TO DETERM NE FI RST DEFI CI T YEAR?

A. First, there is an asymetry of informtion.
The utilities have the data and information necessary to
make this determnation; in particular, their |oad forecasts
and specific, detailed know edge of both |oad and resource
trends on their systens. Second, this is coupled with the
utilities’ incentive, or desire, to delay the first deficit
year. Together these factors make it difficult for
i ndependent power producers to build projects at costs
conparable to the SAR

Q | F THESE FACTORS WERE NOT PRESENT, WOULD | T THEN
BE EASY TO DETERM NE THE FI RST DEFI CI T YEAR?

A.  Probably not. Even in the absence of these
factors, determnation of the first deficit year invites
contention over various technical issues. For exanple, what
is nmeant by deficit, capacity or energy? Under what water
condi tions? Over what tinme period -- hour, day, week,
nont h, season, or year? \Wiich resources are counted; for
exanple, all contracts, contracts over one year, or sone
other period? 1|Is the |oad forecast accurate, and how was it

pr epar ed?
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I am not suggesting that these are insurnountable
i ssues, only that for small projects, the cost of addressing
themis likely to outweigh the benefits. This, by anal ogy,
is one of the reasons for having published avoided cost
rates for projects under a certain size. In addition,
having published avoided cost rates mlitates against
arbitrariness, pronotes uniformty, and saves the expense of
rate proceedings that would further mke QF resource
devel opment econom cally unattractive. These benefits of
published rates apply equally well to a Conmssion-
determined threshold size on the first deficit year issue.
It also makes sense that the threshold of 10 negawatts be
used for both purposes.

Q WHAT DO YOU PROPCSE AS A SOLUTION TO THI' S | SSUE?

A. W propose that the Comm ssion deem that, for
any resource less than 10 negawatts, the purchasing utility
is in deficit; that is, the first deficit year has already

occurred.

E. RATE | MPACTS

Q HAVE YQU CALCULATED THE | MPACT OF YOUR
RECOVIVENDATI ONS ON AVO DED COST RATES?
A Yes. Exhibit No. 605 includes an abbrevi ated

formof the spreadsheet nodel used to cal cul ate avoi ded cost
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non-fueled rates for the three utilities. |In each case, the
only changes made were to the initial natural gas price, the
escalation rate, and the first deficit year. O her

variables remain the same as they are currently in the

nodel .

Q PLEASE DESCRIBE YOUR MODIFICATIONS TO TH' S
MODEL .

A. In addition to changing the three assunptions
noted above, | nodified the nodel slightly in two respects.
First, | added a heat rate figure to facilitate conversion

of natural gas prices in dollars per MVBtu to mills per
kil owatt-hour (kWwh). | used the heat rate for the SAR
defined in Order No. 25882 fromthe 1995 avoi ded cost case;
nanmely, the Ceneral Electric Frame 7FA 230-negawatt natural
gas conbi ned-cycl e conbustion turbine, as identified by the
NPPC in the 1995 Northwest Conservation and Electric Power
Pl an. This heat rate, as reported in the plan, is 7,350
Bt u/ kWh.

Second, | nodified the nodel to report the 20-year
| evel i zed contract rates on the first page of the printout.
The col um headed “20-year K Levelized” reports these rates
for contract years beginning in 2002 (at the top) to 2007
(at the botton). This was done sinply for the purpose of
fitting the relevant data and sanple results on one page
wi t hout disrupting the workings of the spreadsheet nodel .
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Q PLEASE SUMVARI ZE THE RATES RESULTI NG FROM YOUR
RECOVMENDATI ONS.

A For all three wutilities, the resulting rates
range from 51 mlls/kwWw (for a 2002 online date) to 60
mlls/kwh (for a 2007 online date). For conpari son
pur poses, the current rates would be 71-93 mlls/kW for
| daho Power, representing a decrease of 28-35 percent.

Q ARE YOQU SUGGESTING THAT THESE ARE THE ONLY
CHANGES TO BE MADE TO THE AVO DED COST RATE CALCULATI ON, AND
THAT THESE RESULTI NG RATES SHOULD BE USED?

A. No. As | said at the outset, due to the limted
time for this proceeding, the IEPI is only offering
testinmony on the issues of natural gas price and first
deficit year in direct testinony. QO her intervenors,
i ncluding Conmmi ssion Staff, w |l undoubtedly address other
i ssues that should be considered in setting avoided cost
rat es. W anticipate that we will in turn make further
recommendations, and recalculate rate inpacts, as part of

rebuttal testinony.

F.  SUMVARY AND CONCLUSI ONS

Q PLEASE SUWWARI ZE YOUR TESTI MONY AND CONCLUSI ONS
A. In view of the testinony presented above, |

recommend that in setting avoided cost rates the Conmm ssion

Trippel, D 18
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adopt a natural gas price of $3.84 for 2002, with a nom nal
escalation rate of 3.1 percent per year. | further
recomend that the Conm ssion deemthat, wth respect to any
QF of less than 10 negawatts, the purchasing utility will be
considered to be in resource deficit, and pay the full
avoi ded cost under that assunption.

Q DOES THI' S CONCLUDE YOUR TESTI MONY?

A. Yes.
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PROFESSIONAL EXPERIENCE AND BACKGROUND OF
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EXHIBIT NO. 602

HISTORY OF NATURAL GAS PRICES



Figure 6
History US Wellhead Natural Gas Prices
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Sour ce: Draft Fuel Price Forecasts for the 5th Northwest

Conservation and El ectric Power Plan, April 25, 2002 (Council

Docunent 2002-07), at 15.



EXHIBIT NO. 603
RECOMMENDED NATURAL GAS PRICE FORECAST

(NPPC MEDIUM-HIGH)



EXHIBIT NO. 604
ALTERNATE NATURAL GAS PRICE FORECAST

(NPPC HIGH)



EXHIBIT NO. 605

AVOIDED COST RATES UNDER RECOMMENDATIONS



